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Docket No, INS-06-900

Pursuant to Section I of the Superintendent’s Order on Intervention and Procedures, Consumers for
Affordable Health Care (“CAHC”) hereby files its Intervenor Brief.
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Introduction

The Dirigo Health Act, P.L. 2003, Ch. 469, as amended by P.L.. 2005, Ch. 400 (the Act™),
established the Board to sponsor affordable health care for low-income Maine citizens with
subsidies coming from annual assessments on insurers and third party administrators based on
savings determined by the Board from initiatives to reduce costs in the health care system. The Act
provides for the subsidies to be established through three distinct administrative stages: firsz, the
Boatrd each year determines the “aggregate measurable cost savings” in the health care system
attributable to Dirigo Initiatives; second, that determination is subject to review by the
Superintendent as to whether the savings found by the Board are reasonably supported by the
evidence in the record; and third, the Board establishes a “savings offset payment” (“SOP”) to be
assessed against insurers and third party administrators that may not exceed 4% of paid claims or
the aggregate measurable cost savings as approved by the Superintendent. The SOP is then used to
subsidize Dirigo insurance for income eligible insureds. We are at the second stage of the process.

Standard of Review

The Act requires the Superintendent to “issue an order approving, in whole or in part, or
disapproving the filing made {by the board].” 24-A M.R.5.A. §6913(1)(C) Further, the Act
requires the Superintendent to “approve the filing upon a determination that the aggregate
measutable cost savings filed by the board are reasonably supported by evidence in the record.” 1d.
In his Decision and Order in the first assessment year proceeding the Superintendent stated:

“The Superintendent has interpreted ‘reasonably supported by the evidence’ to refer to the
totality of the evidence and not to any part of the evidence taken out of context. Second
Procedural Order, *“Reasonably supported” is not a preponderance-of-the-evidence
standard. Id. If more than one alternative for determining aggregate measurable cost

savings could be reasonably supported by the evidence, Dirigo does not have to prove that
its chosen alternative is more reasonable or better supported than another alternative, fd.”



R. 4712, Decision and Order, IN RE: REVIEW OF AGGREGATE MEASURABLE

COST SAVINGS DETERMINED BY DIRIGO HEALTH FOR THE FIRST

ASSESSMENT YEAR, Docket No. IN§8-05-700, October 29,2005, § I. A. at p. 2
Unlike the “substantial evidence on the whole record” standard found in 5 M.R.5.A.
§11007(4)(C)(5), the standard here is more analogous to the “arbitrary and capricious” standard
found at 5 M.R.S.A. §11007(4XC)(6). It is not the amount of the evidence on the whole record but
rather the “reasonableness™ of the evidence supporting the board’s determinations. Last year, in
applying that standard, the Superintendent concluded that several of the board’s determinations
were nol reasonable. For example, he determined that “[tthe market basket chosen was the 1992-
based HMBI, which CMS now considers outdated, which is not reasonable. See Hearing Officer
Exhibit 1. Replacing the 1992-based index with the 1997-based index, and retaining the same
methods of calculating the average growth rate for the analysis, increases the three year average
inflation rate from 11,2% to 12.5%, which in turn would reduce the estimated savings by
approximately $7.6 million.” R. 4720, Decision and Order, IN RE: REVIEW OF AGGREGATE
MEASURABLE COST SAVINGS DETERMINED BY DIRIGO HEALTH FOR THE FIRST
ASSESSMENT YEAR, Docket No, INS-05-700, October 29, 2005, § V.B.1.a. at p. 10 The
Superintendent also determined that Dirigo’s use of 1.25% as the likely enrollment increase in
MaineCare in the absence of Dirigo Health was unreasonable, He said, “However, Dirigo was
unable to provide any factual support for this conclusion, and it is not reasonable to conclude,
without such support, that the increase was twice what it would have been when the record shows
that the 2.5% increase was actually lower than the 3.5% average annual increase over the previous
three years.,” Id. at 4722 (Decision, at p. 12)
L The Board’s Use of a Median Rate of Growth In Its CMAD Calculation, Rather Than

An Average Annual Rate of Growth As Adopted By the Savings Offset Payment

Working Group, Used by the Board and Approved By the Superintendent for Year
One Determination and Decision, Was Unreasonable.



In its First Assessment Year Preliminary and Final Repotts, the Board used a compound
annual rate of growth/geometric mean to calculate CMAD. The Board made clear that its use of a
compound annual growth rate/geometric mean was based on the recommendations of the Savings
Offset Payment Working Group. Appendix F, “Compound Growth Rate in Excess of [nflation,”
Final Report: Dirigo Health Savings Offsct Payment (SOP): Methodology and Calculations,

September 19, 2005 (Mercer Government Human Services Consulting), MAHP v. Superintendent,

Binder 2, at page 278. Exhibit | attached In Appendix F, the Board, through its consultant, stated:
“A second adjustment to the growth rate calculation suggested by the SOP Workgroup was 10 use
compound rather than average growth rates over the a baseline period 2001 — 2003. Thus, after
inflation was taken out of cost growth over the baseline period, the baseline growth rate was the
compound growth rate (CGR). The CGR is slightly lower than the average growth rate over 3
years.” Id. at p. 278, The Payor members of the Savings Offset Payment Working Group ingsisted,
and the full membership of the Working Group agreed, that a compound annual growth rate (“the
geometric mean™) was the most accurate method to measure the CMAD. Id., Attachment 4, at p.
121 Exhibit 2 attached The Draft Payor Caucus Report states at page 6, item number 3: “The
historical growth rate should be computed as a compounded (or ‘geometric’) average rate of growth
rather than just the arithmetic mean of the annual growth rates.” Id. at 121 The Board included the
“Draft Payor Caucus Report to the Dirigo Health Board of Directors Re: the Measurement of
Savings under the Dirigo Health Initiatives (08-24-05 Draft)” to support its use of the compound
annual growth rate in calculating the CMAD. The Board underscored the importance of using the
¢compound annual growth rate/geometric mean by including a matrix labeled “SOP Methodology
Matrix: Final Workgroup Proposal With Compromises.” 1d. at 106 - 115. The Superintendent
approved the use of three-year average annual growth rates as provided in the CMAD section of his

decision and in the Uninsured Initiative section of his decision as shown in the examples in Section



1 above. In all relevant calculations performed by the Superintendent in his First Assessment Year
decision, he used average (mean) annual rates of growth over a three-year period. In no calcuiation

did the Superintendent use a median rate of growth.

This year, in its presentation to the Board, the Agency made clear that it was following the
methodology that the Board had adopted last year, as modified by the Superintendent’s decision, to
calculate CMAD using a compound rate of growth. It was not reasonable for the Board to adopt 2
new, untested and unpredictable methodology based without factual support. R. 5259 - 5266
(Binder 11). Just as the Superintendent determined in his First Assessment Year Decision that it
was not reasonable for the Board to use a 1.25 percent growth rate without factual support when the
three-year annual average rate of growth for MaineCare enrollment was 3.5%, it is not reasonable
for the Board to adopt a median rate of growth without factual support. The Supreme Judicial Court
of Maine has stated: *“We do not find that an administrative agency has acted arbitrarily or
capriciously unless itg action is “wilful and unreasoning” and ‘without consideration of facts or

circumstances.’” Kroeger v. Dept. of Emvironmental Protection, et al., 2005 ME 50, 870 A. 2d 366

(Me. 2005) eiting Cent. Me, Power Co. v. Waterville Urban Renewal Auth, 281 A.2d 233, 242 (Me.
1971)

In its review of the Board’s decision, Mercer Government Human Services Consulting
(“Mercer”) provides an analysis with calculations that makes clear why it was not reasonable for the
Board to adopt a median growth rate. Exhibit 3 attached CAHC obtained the Mercer review
through a Freedom of Access Act request to the Dirigo Health Agency dated June 20, 2006. Exhibit
4 attached The major point that the Mercer review and analysis makes is one that Director Beal of
the Dirigo Health Agency Board articulated on May 12, 2006 at the board deliberations. It is the

failure of the median to predict the rate of growth of hospital costs per case mix adjusted discharges



going forward based on what cost growth has actuaily occurred in Maine’s hospital pricing system.

Director Beal said:

Secondly, 1 think one of the, one of the biggest issues I see is the growth rate assumptions.
I’ve looked at the Chamber documents including particularly Exhibit 21 with Shields’
determination with respect to projected percentage growth and based on prior projected
growth. And Mr. Shields in particular was concerned about utilizing the 10.1 percent 2002
growth figure in projecting forward. He suggested, as T recall, one possibility was using a
median figure. The problem with a median figure in my mind is that if you use a median
figure such as 4.7, it ignores the fact that the 10.1 percent increase occurred and that its
effects are still in the system. By choosing a median from 2001, you don’t necessarily
include the fact that costs are up based upon that 2002 increase. (Italics added) R. 5257 —

5258 (Binder 11)

Mercer’s analysis of the Board’s May 12, 2006 decision supports Director Beal’s conclusions.

Metrcer states:

Table 2 addresses how the various measures are calculated and their predictive properties.
In general, the mean and median each have advantages and disadvantages when used to
describe data sets. Overall, however, the mean depends on all of the actual values in a data
set, but the median is dependent on only one of the actual values and its relative position
among the values, not the actual values themselves, and this is extremely important when
using either of these measures for their predictive properties, Ex. 3 at p. 2

Table 2, replicated below, shows why the peometric mean is predictive of annual growth rates

over time and the median is not.

[Complete Table 2 on next page]



Table 2. Mean vs. Median: Projecting CMAD Forward

Calculation

dd the 3 annual
percentage increases
and divide by 3.

root of the 3
annual growth factors. Subtract
] to convert to a percentage
increase,

Determine which of the 3
percentage increases is

where half the values are
above and half arc below.

CMAD and 50 clearly illustrates the inappropriateness of the using the median.

10,12  High
(4.72+10,12+3.32)/3 (1.0472x1.1012x1.0332)" 4.72 Midpoint
-100% 3.32 Low
Result 6.05% 6.01% 4.72%
Role | Tells what the average Tells the actual compound Telis the relative
rate of increase was annual rat¢ of increase from distribution of each of the
from 2000 to 2003 2000 to 2003 three years' percentage
increase
CMAD $4,868 x (1.0605)° $4,868 x (1.0601) $4,868 x (1.0472Y
Predictive = $5,806 = $5,800 = $5,590
Value for 2003
CMAD $5.800 $5,800 $5,800
Actual 2003

Difference (56) $0 $210
Conelusion The arithmetic mean, | The geometric mean, based on The median, which looks
based on the actual the actual values, exactly only at the relative
values, iz an excellent predicts the CMAD actual | distribution of the values, is
predictor of the CMAD value for 2003, with no error | an extremely poor predictor
actual value for 2003, (50). of the CMAD actual value
with an error of only $6 for 2003, with an error of
$210,

Bottom Line | The error using the median is on the order of magnitude of the annual variations in

Mercer analyzes the difference between the CMAD Predictive Value for 2003 and the

CMAD Actual 2003 Value. The Geometric mean shows a zero dollar ($0) difference between the

predicted value ($5800) and the actual value ($5800) of the 2003 CMAD while the difference

between the Median predictive value ($5590) and the actual value ($5800) of the 2003 CMAD

shows a $210 difference. Mercer concludes: “The geometric mean, based on the actual values,

exactly predicts the CMAD actual value for 2003, with no error. The median, which looks only at

the relative distribution of the values, is an extremely poor predictor of the CMAD actual value for



2003, with an error of $210.” Ex. 3 at p. 3 Further, Mercer in the row labeled “Bottomline” in
Table 2 states: “The error using the median is on the order of magnitude of the annual variations in
CMAD and so cleérly illustrates the inappropriateness of the using the median.”

Mercer also provides a sample analysis in Table 4 to illustrate how the actual dollar value of the
CMAD can remain the same yet the median fluctuates dramatically. Table 4, “Example Mean vs.
Median: Projecting CMAD Forward,” in the row labeled “Bottomline” states: “The ending CMAD
is identically to the actual 2003 CMAD in this example ($5800), yet the median has inereased
dramatically from 4.’72% in the actual to 6.00% in this case. On the other hand, both of the mean
calculations have remained essentially unchanged. This example clearly shows the advantage of
using the mean —~ while the median may be & good predictor of the actual values (depending upon
the relative distribution of the values), the mean, and especially the geometric mean, by definition
will exactly predict the actual value.” (Italic in original) Ex. 3 at p. 4

Conclusion

It was not reasonable for the Board to adopt a new, untested and unpredictable methodology
based without factual support. The Superintendent made numerous changes to those of the Board’s
methodologies that he determined not reasonable in the First Assessment Year, We believe that the
use of the median rate of growth is not reasonable for all of the reasons stated herein,

In all other respects, the Board adopted the methodologies offered by the consultant to the
Dirigo Health Agen&y with their modifications to reflect the Superintendent’s Decision and Order
from last year.
Dated: June 23, 2006

Respectfully submitted,

st A

{ Jntep. Ditré, Es§.,
Np/3719
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Appendix F: Calculation of SOP Related to lelts Dn the: Growth m
Cﬂst Per CMAD

Nancy M. Kanﬂ;
Consultant to the Dirigo Health Agency -
Septambar 15, 2005

. Accordmg to the Dmgo healﬂ'l care reform act, “eax:h hospxtal .18 askad o volumamly
. restrain cost increases, measured as expenses per case mix adjusted discharge, to no more .
.than 3.5% for the hospital fiscal year beginping July 1, 2003 and ending June 30, 2004.7
(Section F-1, 1B). The Dirigo Health Board is to establish a savings offset payment
amount to be paid by health insurance carriers and other claims payers at a rate that “may
not exceed savings resulting from decreasing rates of growth in the State’s health care
ﬂpendmg and in had debt and c:hanty care costs.” (Sectlcm 6913, 2)

Merhadalagy Jor Measuring Hospital Expenses, Case Mix, and Adjusted Dischafges
ﬁusPi‘tal Expense, Discharge and Case Mix

This analysis reports on the savings resulting from decreasing rates of growth in hospital -
e ‘costs peér case-mix adjusted discharge (CMAD) during the Dirigo Fiscal Year July 1,
I 2003 to June 30, 2004, based on a cost and discharge methodology proposed by the -
~ Maine Hospital Association (MHA). In June, 2005, the MHA provided the consultant
with a spreadsheet showing hospital CMAD for hospital fiscal year 2003, with costs taken
from the Medicare Cost Report, Worksheet C, and case mix indices (usmg CMS case .
weights applied to all discharges) and discharges derived from discharge data provided by-
the Maine Health Data Organization (MHDQ). Discharges were adjusted fm' outpatmnt
" activity ac:cordmg to the methodology proposed by the MHA:

Inpatient dlscharges (mcludmg newbcms) multiplied by the Case Mix Index deﬁvcd
using CMS case weights applied to all payer discharges

Plus-

: Oﬁtpatiﬂnt—adjustad dischargé:s, calculated ﬂS Outpatient Gross Patient Service Revenue
divided by Inpatient Gross Patient Service Revenue Per Inpatient Discharge.

The consultant used the MHA spreadsheet as a fempl'ate.off which she calculated the
Baseline Years CMAD (2001-2003) and 2004 CMAD data, using the same data séurces
- to_determine 2000-2004 hospital expenses, discharges, and case mix indices. Minor.
" modifications were made to the MHA template as described in Appendix A to enable
year-to-year comparisons usmg corisistent measurements and entities over the penod of

analysxs

Mercer Govemnmant Human Services Congulting:
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 Fiscdl Year Adjustment

. The cost data is provided in terms of hospital fiscal years, so it Tequires am adapiation to

the Dirigo fiscal year in order to be compliant with the time period presctibed in the
legislation (July 1, 2003 — June 30, 2004). Hospital fiscal years do not correspond to the
Dirigo fiscal year (July 1 — June 30) for 26 of the 36 hospitals analyzed. To get to the
Dingo fiscal year, the analysis weighted the hospital fiscal year CMAD by the number of
months of overlap with the Dirigo fiscal year, to come up with a Dirigo fiscal-year-
atjusted CMAD. For the rest of this report, the term CMAD means CMAD adjm:ted to
the Dirigo fiscal year.

Table 1 describes the hospltal ﬁ‘;r.,al years and how rhey overlap to the 2003 2004 Dmgo
fiscal year. ‘

2004 | 47172003 | 5/1/2003 | 6/1/2003 | 7/t/2003 | 10/1/2003 | 14172004 |
-Hospital ' : S ' 3

FY Begins:

# Hospitals o : 13 8

[ ]

| FY 2004

#Months | 9 110 11 ‘ 12 9 6
overlap ‘ : ‘
with Dirigo

.hospital FY

- Weighting - | .75%2004 | .83*2004+ | .92*2004 | =2004 L 25%2003 52003

scheme * - "‘1"_.25*2005 .17?‘2:005 F.08*¥2005 S RT5%2004 | +.5%2004
applied to o ' ' T )

CMAD to
match
Dirigo FY*

" *¥2005 not yet available, so the SDP Was calculatﬂd using only a partxal year, but

assuming the 2004 growth rate basead on the- 2004 data available.

It is appropriate from a praqtical -and theoretical standpont to use is the Dirigo fiscal year
ag the basis for measuring cost containment effort, because hospitals knew about the cost
Himit possibility in the spring of 2003, during the development of the Dirigo Act. Thus
hospitals were prepared to and subsequently did initiate cost constraints in accordance
with the Dirigo fiscal year . The alternative possibility, that hospitals waited for up to 11
months after the Dirigo fiscal year began to initiate. such constraints only at the beginning
of their 2004 fiscal years is a less realistic assumption, and is not consistent with what

- representatives of the hospitals were saying at the Hospital Study Commission mectings
 this past year. During the fall and winter of the second Dirigo fiscal year (July 2004 — .

Fune 2005), the Hospital Study Comrmission was meeting regularly to discuss, among.

. other things, the third fiscal year CMAD limit and how it should be set. The MHA, asa .

- Mercer Government Human Services Consulting : : o ‘ ‘ .
" M" : . A " ocal amii -yummimmw@'..uwm f—— } “ . ) z, ’




Savings Offset Payment (50P) . ‘ State of Maine, Dirgo Health Agﬁncy

i * member of those discussions, indicated that for Dirigo Year 2, hospitals had decided to
o taise their voluntary limt lo 4.5%, and were already operating under that assumption.

Methodologies Involved in C’a[caluﬁng Baseline and 2004 Growth Rates
Hospital Market Basket Adjustment

Iﬂ August 2005, the Savings Offsct Paymcnt (80P) Workgraup suggrested that the SOP

calculation should take into account Hospital Market Basket Inflation (HMBI). The

HMBRI reflects the rate of inflation for hospital input costs nationally — eg salaries and

wages, benefits, labor, utilities, supplies, pharmaceuticals, liability insurance. Itis

determined by consultants to the CM$ for purposes of determining updates to the

Medicare Prospective Payment System. Since the annual HMBI is stated as though
 hospital fiscal years correspond to the federal fiscal year (October 1 through September

30), the annual HMBI had to be adjusted (using the quarterly data published by CMS that
-make up the HMBI) to match the Dirigo Fiscal Year of July 1- June 30. This resulted in

annual HMBI of 4.2% in 2001, 3.1% in 2002, 3.5% in 2003, and 3.8% in 2004.

" Comnpound Growth Rate in Excess of Inflation

. A second adjustment to the growth rate calculation suggested by the SOP Workgroup was
\WJ} . to use compound rather than average growth rates over the baseline period 2001-2003.
S ~ Thus, after inflation was taken ouit of cost growth over the baseline petiod, the baseline
growth rate was the compound pgrowth rate (CGR). The CGR is shghtly lower than thc
average growth rate over 3 years. For example,

CMAD 2000 =$4000
CMAD 2003 = $4700 after taking out inflation-related growth

Average Growth Rate = ((4700—4000)/4000)/3
- =583%
 Compaound growth rate = 5.529°

F mal SOP Methadﬂloﬂ

Thﬁ mf:thﬂdﬂmgy used to mcm‘pﬂrata the HMBI and the CGR was to mﬂam a&ch .
hospital’s 2000 CMAD by the HMBI for the three years 2001-2003 to get an inflation-
indexed CMAD for2003. This inflation-indexed CMAD for 2003 was subtracted from -
© 2003 actual CMAD; that difference represented the three-year (baseline) change in cost
after adjusting for inflation. This numeric difference was used to calculate the commund" .
- rate.of prowth between 2000 and 2003 in excess of mﬂ&hun That c:nmpuund gmwﬂi mte “

becama the “haselme gmwth mtc” ‘

. 24000%1.0552+1.0552°1.0552=$4700

. Mercer Govemment Hirian Services Consiiitng.
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" To calculate the mﬂatmn-adjusmd rate of grow’rh fer 2004 thc 2004 HMBI mﬂat:mn rate
. of 3.8% was Subtrﬂctﬂd from the actual growth rate of CMAD in 2004 over CMAJD in:
2003 ‘

- The S(JP was the pmduct of thie dlﬁ'ﬂrﬂnce betwean baschm gmwth ratc and the 2004
inflation-adjusted growth rate, times the 2003 CMAD; that product was ﬂlﬂﬂ muit.q:rheﬁ
by the numbe:r of 2004 case-nix and outpahwnt-ad;ustad dlscharges

HGSpltal ﬂxample

1. Hs:rspxtal 2000 CMAD 0f$4000

. 2.. Inflated forward to 2003 $4000"‘1 042*1 031*1 035 $4 448 (mﬂatmn«mdmed
2003 CMAD) -

. 3. Hospital 2003 actual- CMAD. ==$5 125 i ' R
4. Difference betwwn 2003 actual CMAD and the 2003 mﬂahmn mde:md CMAD 19

. $677. .

5. $677 increase ofver 3 years 5 35% mpouud basehne gmwth raxc (thc rate of gmwth
in excess of inflation for the three years 2001-2003). .~ . ‘
6. Hospital 2004 -actual CMAD = $5,304; this represents a 3.5% i increase over 2003
_actual CMAD (assumes hospital budgetcd to hit the Dirigo CMAD target). .~ 0
. 2004 HMBIM&dJI]Sfﬁd growth rate is -.3% (actual 3. 5% minus HMBI in 2094 ﬂf3 8‘ o)
8. Baseline inflation-adjusted growth rate of (1+5.35%) * 2003 actual CMAD = $5399, -

whlch 1s what 2004. CMAD Wcmld have been after mﬂﬂimn if it had. gmw a,t ﬂme basalme ‘ BRURE

rate

- for inflation. .~ PR
10. Difference hetweml $5399 and $51 10 = $289 whlch is the sa\nngs per- dmﬁharge m “ L
2004 T
- 11. Muliiply the savmgs per mscsharge times the numbesr of casmmx -and outpatxentu SRR
~ adjusted. dzschargcs ‘'say 7,000 dxsc,hargea = SOP cxf $2,023,000. :

Table 2 shom the SOP by tmspﬂal using the abova methodolwgy The tutal SDP

" attributable to the CMAD voluntary limit for Dirigo Year 1 is roughly $75 mﬂhnm
gﬁnerated by 22 hosptta]s out of the 36 acutc facilities in Maine. . |

. Mercér Govamment Humin Services Gonsulting.
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9. Inﬂaﬂbn—adjuﬁtad gmwth raiv: is ( 1-.003)*2003 actual CMAD or $5 110 after adjushng;f o
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- .Table 2 o :
SOP r&latad to CMAD Grrowth Lmut

:‘ 3 '~fwf2Q04
- Baseline .. Growth
. . CGR>  Rate>
‘Hospital - .HMB! -~ HMBI .~ SOP

C ARDO -0.004 0030467 0 30
CBLML 00178 -0.0388 - $522,327
'BRDG  0.0091 ° -0.09058 ~ §1,487,122
. CALA . 0.0067 - 0.006852 §0

\ CARY - -0.0136 0032506 = . %0 -
. - CMMC 00093 0022227 80

- DEAN. 0.0107 0.100586 =~ $0

 'DNET 00131 003004~ $448070

" EMMC 00383  -0.02139 $15,851,479
FRKL  0.0386  -0.05518 -~ $3,489,372
HGGD  0.0025 - -0.05822  $1,487,598

HLTN - -0.0223 ° -0.01974 30
 INLD  0.0009 : -0.08337 .. $2.286,989
MECS'  0.0349 . 0.07429 -$0

" MGNL. 0.0257. -0.0266 @ $8921,522
 MMC  0.0216 - 0.008545 . $4,570,562 .
T MAYO. 0.0076 -0.07333  $1,309,278

UMRCY 0.0182 0048158 - 30
CMDCS 0275 2003799 - $3,468,018
COMILES . 0.0143. 0.031798 %0
CMLNK -0.0217 . .-0.00049 $0

- 'MDES 04172 0035133 . $5,749,712
NMMC  0.0748 “0.011678  $1,343,575 .

- PKVW 00184 " 0:032467 ©  $0

. PBMIC. . 0:0417  -0.00917 = $1,831,506

- PVYMC - 01911 0.048233  $1,560,611
RDEW  0.0685 -0.04855  $3,616,655
RUMF 00646  -0.08716 - $2,180,813 -

. SBCK - 0.0265 0171647 = . = $0
SMMC  0.0232 .0.051808 . :$0
STEV ~ 0.1588 -0.08537  $6,388,356
STAN'  0.0821 0033871  $294,907
STJO - 00095 -0.0589  $4,249,608
STMY 00258 = 0.0217 $336,084
WLDO  0.0356 0.105979 $0
YORK 00355 -0.02814 - $3,587,724

sum: - $74,982,787

: .MafcquGuvarnmqﬂHnmanSerﬁmanntmﬁng‘. o o ' ' 1' ' go
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Savings Offset Payment (SOP) ‘ . : Siate of‘Maine, Dirigo Health Agency

Appendix A: Adjustments to the cost and case mix data proiride:d by MHA

‘MHA oxﬂy provided hospital cost data for fiscal yr.iar 2003, us'mg the Medicare Cost

report Worksheet C, which excludes hospital bad debt and non-hospital expenses (home
health agencies, longterm care facilities, hospital-owned physician practices). MHA also
excluded the state provider tax in 2003, based on its records of hospital 2003 provider tax

. information. MHA used Worksheet C (part 1, column 1, line 103) for total hospital
- expenses, and then removed costs and revenues associated with Skilled Nursing

Facilities, Nursing Facilities, and Other Longterm Care, as well as Rural Health Centers'

‘usmg those spemﬁc line times in Worksheet C.

This same template was used by the consultant to construct hospital cost data for the -
years 2000, 2001, 2002, and 2004. 2004 was further adjusted to remove hospltalubazwd
physmmns that had been external entities in 2003 (not inchided in the 2003 Medicare cost .
report) but had been consolidated into the hospital entity in 2004. These costs and

- revenues were identified primarily because of new cost centers with names like “Primary

Care Physicians™ in the MCR and/or huge jumps in existing “primary care” or “outpatient
clinic” cost centers, where physician practice consolidation in 2004 could be identified -
through footnotes and supplemental cost and revenue information prowdcd by haspnal
audited financial Statem ents.

The 2004 hosPital provider tax was also entered by the consultant, us_ing information
provided by the state regarding the amounts due and the timing of the tax levy.
Combining the state information with that provided in hospital 2003 and 2004 andited
financial statements, as well as the MHA information for 2003, the consultant was able to
match tax levies to hospital fiscal year. For instance, for hospitals with fiscal years
ending September 30, the 2003 levy (announced in November of 2003) was not
recognized unti] hospital fiscal year 2004; for those hospitals, they recognized the 2003
full levy plus a proportionate share of the 2004 levy in 2004. Proportionate share was
based on the overlap in hospital and state fiscal years, 50 for the Sepwmbar 30 hospitals,
that twf:rlap was 75% or 9 months. ,

The MHA used Workshect C for all hmputals except Maine Medmal Center (MMC) and
Eastern Maine Medical Center. (EMMC] for those two, it started with experises from -
Worksheet A, which included more expenses than did Worksheet C (including
educational and research expenses). While MHA then removed the educational and
research expenses to arrive at a 2003 CMAD for these two hospitals, their CMADs were

- still higher than what would have been derived from Worksheet C’s hospital expenses. It

was not clear what rationale was behind using Worksheet A for these twa hospitals, so the
consultant used the Worksheet C data ingtead fcsr EMMC and MMC in order to mmma:m -

' mnsmtency

Finally, the consultant had to estlmatc the all- dlscharge Casc Mix Index (CMD mc}udmg
newborns for 2000, becanse it was not possible to get that nurnber in time for this

 analysis. We did have the 2000 CMI excluding newborns, so the CMI including -

Mercer Goyafnmem' Human Services Conm'.nlilng
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Savings Offset Payment (SOF)

State of Maine, Dirigo Heatth Agency

newborns was estimated using the average relationship of the CMI including Newborns to
the CMI excluding newborns for the years 2001, 2003, and 2004, vears for which both:

CMls were available. (This same method was used 1o fill in the CMI for 2002 ).

Mearcer Gﬂvaﬁ'lmﬂnt Human Services Consulting
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. Draft for Discussion Purposes Onky (08/29/05 11-00 43)

L"['Jr”."‘.'ﬂ' 2 to CAHC Intervenor Brief

e

.

Draft Pavor Caucus Report to Dirigo Health*Board af Directors Re: the

Measuremmt of Savings under the Diriso Health Initiatives (03 24-08 Draft)

Intmdgcgioﬁ

"I‘lm payor representatives of the Dmgo Health Workmg Group belleve that the measurement of
savings under Dirige must be guided by three primary criteria:

® The savings must be directly attributable o the apemtwns of ,Dmga Health;

= The savings must be measurable: and
o The savings must accrue directly to payors (employers and cansumem)

: These criteria are dlrcctly supportad by the Dmgo law itself, which rcqulrcs the Dirigo Hcalth
. Board of Directors to determine “the aggregale measurable cost savings, including any ‘
reduction or avoidance of bad debt and charity care costs to health care providers i in this State a@s

a result of the operation of Dirigo Health and any increased MaineCare enrollment due to an
expansion in MaineCare eligibility occurring after June 30, 2004.” 24-A MRSA § 691 3(1)(}\)
{emphasis added). Furthermore, the criteria that the sangs must accrue directly to payors is

- found in 24-A MRSA § 6913(7), which requires health insurance carriers and health care

prcwlders 1o demonstratf: that best efforts have been made to ensure that carriers have recovered
savings offset payments “through negotiated reimbursement rates that reflect health cars '

- providers” reductions or stabilization in the cost of bad debt and chari ity care as a result of the p

operation of Dmgo Health and any increased enroliment due to an expansion of MameCare
ehgibﬂlty occurring after June 30, 2004.” .

The payor representatives: ﬁrmly belmvc: that in ord;:r to look at the aggregate Savmgs, it is
necessary to look at the entire system, not just those elements that result in savings while

- ignoring those that result in increased costs, While recognizing that the measures proposed

canhot always be directly attributable to Dirigo Health initiatives, the payor representatives have
attempted 10 propose reasonable and credible proxy meastires or modifications to the pmposals

-made. The payor representatives believe that it i is critical that all measures result in

understandable, reasonable and credible- results to emsure broad-based understandmg and suppcm
for thc: tneasurement process. o

¢

Atthe meetmg on August 2, Marcar Govemment Human Resource Consumng, the aotuanal f m
hired by the ]I)mgo Health agency 10 assist in the development of the proposed methodology, |
indicated that it was difficult or impossible to develop a methodology that could attribute savings

o the Dirigo Health reform initiatives, pamcularly with in the time frame. allowed. - The payor

representatives agree with Mercer that it is difficult to attribute savings to Dirigo initiatives. In
the spirit of compromise, however, the payor repr&sentaﬁvas were willing to consider an
approach that would apportion some of the measured savings to the Dirigo Health initiatives,
recognizing that it would be necesgary to reach agreernent on how much could fairly be
atiributed to the Dirigo Health program. ‘Some portion of these savings aftributable to Dirigo -
Health would then be recovered through the savings offset payment. This is particudarly true if
the savings cannot be directly attributed to the Dirigo Health initiatives, as is required by the law,

e
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Neither of the methodologies for measuring aggregate savings put forward at this time meet the
requirements or intent of the law, which contemplates a measurement of savings that is rigorots
enough to ascertain the savings attributable to Dirigo and to allow those who must pay the
Savings Offset Payment to be assured that their disbursements represent only a portion of the
savings accrued as a result of Dirigo Health operations; not all of those savings and not another

- tax that will affoct their ability to invest and compete in whatever market they operate in:

Notwiﬂi’sténdin?g that tharc is no ri gémus actuarial or ﬁnanc:iﬁ,l methodology that can be

" identified at this time that can identify the aggregate measurable cost savings resulting from

Dirigo Health reform initjatives, some methodologies will be less flawed and arbitrary than
others, , : ‘ , o

) Mathudnlug}'és that are fatally flawed and véry a:bifrary are those that (1) ignore the prices that .
. private payors pay in the marketplace; (2) fail to recognize that health care providers and health

insurancé arriers operate in an environment where other extémal factors play a much larger role

in determining ¢ost and price increases, operating marging, and underwriting gains; and (3)
attribute 100% of reduced cost or price increases or reduced margins/underwriting gain increases
 to Dirigo. ‘ - o

Methodologies that ai*c less ﬂawc& and less arbitrary are those t'haf (.1) use the price data that
private payors pay in the markétplace, and (2) recognize that there are external factors, outside

the scope of Dirigo Health, that play a significant role in determining changes in price and
margin/underwriting gain. Any attempt to measure the annual change to these indicators must -
also recognize that Dirigo Health reform initiatives are only partly responsible for the ouicomes,

-and apportion those changes to the Dirigo Health initiatives on a reasonable statistical basis or by -

using another methodology that aceounts for these additional factors.

The payor representatives recognize and appreciate the fact that the Dirigo representatives have
made some changes to the proposed methodology, in an effort to address some of the COnCems
expressed. Nonetheless, the payor representatives believe that their proposed methodology is
less flawed and less arbitrary than the methodologies developed by the Dirigo Health Agency

“and, therefote, represents a more viable and equitable proposal.

' Pavm" Caucus Alternative Proposai.

As an alternative 1o the voluntary hospital targets (COM and CMAD) and the
uninsured/underinsured (bad debt and charity care) measures, the payor representatives _
suggested an approach that would measure changes in a hospital’s approved charges over time.

Exhibit A ;:ruﬂ'jncﬁs the manner in ‘which a typical hospital‘ would calculate its Gross Patient
Service Revenue (GPSR), which in turn will determine any changes in its charges that are -

 required (either increases or decreases) to meet its annual budget. ‘The calculation of GPSR

includes a variety of factors, including changes in the hospital’s expenscs, the hospital’s

operating margin, the payments received by both public and private payors, and uncompensated

care.”

 Page2of 8 3.
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‘ Exhibit A (Calculation of Gross Patient Service Revenue):
GPSR=E-OOR-MP-MCP+OM =~
1—M% - MC% — PP%(PPD) - CC%
Where: . - .
GPSR = Total Charges : MC% = Mame:Care: (Medlcald) % of '
OOR = Other Operating Revenue = - charges - : |
- MP = Medjcare Payment - ‘ . PP% = Private Payors % of charges
MCP = MaipeCare Payment ~ PPD = Private Payors Discount
OM = Operating Margin . ~ CC% = Charity Care % of charpes
M?% = Medicare % of charges e B
Example' (m mtllzam) ‘ . o -
GPSR = 350 - $1 - $15- 510 + 31 25 GPSR=387.7
- 1-.40-25-30005)-05 285
. ‘Chalrgas | _ o Paymeﬁﬁ -] - % of Payments
Medivare. R 150 30%
A MaineCare L2200 woe |- 20%
Private Payors . 26.3 _ ' 25~0 R - 50%
Charity Care A4 — o 0%
TOTAL | 8877 — $50.0 T 100% - J

The proposed method for"m.e;asu:ring savings using charges, which was putlined by the payor
representatives at the August 9 maf:ting of the working group, would be cal-mxlated as follows:

Exhlblt B: Emmple of Methodology for Mcasurmg Hnspxtal Savmgs (in mlllmm}

(1) ' (2) B ) S (4) ) _(6)
Average Annual Dirigo Yr 1 Tﬂtal Charges Private . :
Hospital {| Price Increase Price Increase Purchasers - 1x3 233 4-5
(2001 20133} e (2003) B
1 . 8% 6% | _ $200 $216 $212 - 34
21 % _ 6% ~ $40 1, %424 | 8424 $0
3] 6% - 8% | $20 | $21.2 | $21.6. | ($0.4)
4 ) . ..%50 | $535 [ $s25 | $1.0
- - ~ Repeat for hospitals 5-39 )
Total: | T 7% | - &% | $1,000 | .~ $1,070 | $1,060 | $10 |

) Weigh;‘ed averages
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“‘““j The payor representatives belicve that this approach has a number of advantages over the hospital .
measires and the uninsured/underinsured measures proposed by the Dirigo Health Agency:
1. Ifis a simple and efficient measure that includes many of the cﬂmponents that the Dirigo
Health Agency proposal tries to measure separately. -
2. This measure, which establishes a clear “hine of sight” between the Dirigo Health. initiatives
- and their impacts on the prices paid by health care.consumers and payors, essentially
~ replaces the COM, CPAD, and the uninsured/underinsured (Bad Debt and Charity Care)
measures, since all of thc:sc compoucnts are incorporated mto and affect the outcome of, tlus
one measurement.
3. Although most consumers of healﬂl care do not pay charges it is charges that determitie
* what the consumer does pay, sirice the vast majonty Df ane hospital reimbursement is a

: 'percentage redumon frum Lhdl'gﬂt‘:a

chresent&twes of the Dmgo Health pmgram expresscd concern that the increases in charges would
be difficult to confirm or verify, as they are not reported separately on hospital financial statements.
In an attempt to address that concern, the payor representatives believe that it may be possible fo
develop a proxy using a “charges per adjusted discharge” methodology, which would utilize publicly
available data, on an interim basis until the data necessary to perform the charge calculations can be
captured for a period sufﬁcleﬂt 0 enable the hlSiOl'lL-Hl and ongomg calculations, :

. Acldmonally, the payor repremmtaﬁves expect that at least ‘50% of the agpregated total savings
(sumimed from all the measurcs) be sharcd with the payors with 50% attnbmblﬂ to Dinigo Health

e ) : for the determination of the savings offset payment assc‘:ssmcnt

Voluntary Hospital Tércféts .

- C‘am‘a!tda!ed Upemtmg Muargin (CDMJ

The pdym’ reprewntduve:. undﬂrbtdnd (hal the mc..lhodology p: DpOSE::d by the Dl_ng() [Jealth

Agency (“DHA™) seeks to:
= Calculate the historical three year average hospxt&l consohdated operatmg margm

. (“COM™) as the baseline margin for each hospital; :
.« Calculate the consolidated operating margin for 2004 as thc baschm: margm compare to
- actual 2004 consolidated margin (on a per hospital basis);
s Calculate all decreases in consolidated hospital operating margins (by identifying only
those hospitals that experienced a reduction in actual LOM}, and -

= Sum the total of individual hospital savmgs o get total sangs for 2004,

The concerns with this me:thodology include: ‘ ‘
» That it does not taka an aggr«:gsrtcd systf:m vwde approach~1t only Ionlcs at the posmvc:

" results;
» It fails to count hnspltals that experienced an increase in thel:r COMS
» [t does not reflect or take into account the voluntary nature of the limits, nor does it pmve

\“) ' .  that thoss savings are actually the result of the Dirigo Health initiative;

Page 4 of 8 -
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s Itig paselblﬂ fora hmpztal’s COM to decrease and for its charges and the prices paid for
servmcb L its patlents m actually i increase. _

" The payor representatives have pmpasr;d a method that would measure the change in Total Gross

Patient Service Revenue, as outhned above, and replace this proposed measure, as wel] as others
as described more fully herein. The charge measurement described earlier is strongly preferred

by the payor caucus. However, if the DHA's proposed COM measure is adopted by the Dirigo |

Health Board of Directors, several i unpmvements are requucd from the payc;rs perspective.

- Those required changes include;

1. Measuring al} hospitals that have l:ustoncally had a COM at or abuve 3% and whether or
not they have reduced their COM; ,
2. Measuring hospitals that have reduced prices to payors to try to meet the 3% target

- during the course of the fiscal year;
3. The measure of aggregate savings must mcludc all hosp;tals that nmet the cntcna
specified in either #1 or #2, not just thosn: hospltals that saw reductions in their COM i in

2004

« ' Case Mix Adjusted Dischmgé (CMAD)

“The payor rcpresentatwcs understand that the methndnlngy proposed by the DHA seeks to:

» - Calculate the historical three year baseline trend (arithmetic average) in case mix adjusted
discharge (“CMAD) for each hospital (inclusive of outpatient costs);

 Calculate the expected CMAD for each hospital’s 2004 fiscal year by using a baselmf.:
average rate of growth and then compare it to actual 2004 CMAD (on a per-hospital

. basis);

=  Multiply the d,lﬂ'erenccs between the expeatﬁd CMAD a.nd actual CMAD in each hmpﬁaj

~ times the number of patients served by that hospital in 2004; and

*  Sum the total of individual hospital decreases in CMAD to gct total savings for 20{]4

The: concemns with this methodalogy include that:
- * It does not take an aggregate system wide approach-—it only looks at posm\rc resuits;
* . When calculated for any period of time, “savings” would likely be identifiad because of
external variables — with or without the presence of the Dirigo Health initiatives;
» It does not reflect or take the voluntary llmlts establlshcd with the Dirigo Health Act into
account;
» [t does not show that those savmgs are actually the result of the Dirigo Health Lmtmnw:
= The proposed methodology does not reflect changes in volume;
» The propesed methodology does not rcﬂef:t changes in reimbursement by pubhc payors
- such s MaineCare and Medicare:
» The proposed methodology does not reflect changﬂs in the underlying rate of inflation;
* The proposed methodology does not recognize that it is possible for a hospital’s CMAD
. to decrease while the charges and prices paid by its pahents increase. _

- The payor represmlaﬁves have pmposcd an altemanvo:: metth as descnbcd above, fhat wuuld
.measure the change in Total Gmsa Patle:nt Semc.e R¢V¢nﬂ¢ and. replace the CMAD measure as-

120
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/ well as others, as deseribed more fully herein. The charge measurement is strongly preferred by
the payor caucus, which belicves that this measure is far more accurate, However, if the DHA’s
proposed methodology is adopted by the Dirigo Health Board of Directors, several :

. improvements must be made 1o the CPAID measure as proposed. Those c:hauges include:

1. Historical data should be adjusted for inflation;
2. The measure must reflect Cost Per Adjusted Discharge, which mcorporates outpatient
~ services into its methodology—CMAD only reflects inpatient;
3. The historical growth rate should be computed as a compounded (or * ‘geometric”)
average rate of growth rather than just the arithmetic. mean of the annual growth rates;
4. Each hospltal $ CPAD should be campared to its historical CPAD compounde:d gmwth
rate;
5. The calculation must factor in the rate of inflation (the differential in: the rate of changc in'
. CPAD as compared to the.rate of change in hospital inflation); and
6. The measure must be an aggregate measure that includes both those hospitals fcvr whmh
~ the CPAD increased, as we:ll as thosc that decreased

Votuntary lnsurance TarM :

The payor representatives understand that the Dmgo Health Agency has propﬂscd to:
* Measure the after tax underwriting gain as a percentage of premium for every carrier with
members in Maine for the three fiscal years pnor to 2004 and establish an arithmetic
. average for each carrier; |
i « Multiply the average by each carrier’s 2004 premium to approxxmate expected .
' underwriting gain in 2004 for each carrier; |
» . Measure any reductions in actual undcrwnbng gam compared to cxpc:c:tr,d undarwntmg
gain as savin g5. :

Agam, this methodolngy does not:
» Reflect or take the volmtary limits into account and
« Does not show that those savings are actually the result of the Dirigo Health initiative.

The payor Tepresentatives believe that this measurement must: .

1.. Bemeasured for one year pm&d only since the voluntary measure: Wi ﬂstabhshcd for
‘only one yesr;

2. Include only those carriers that voiuntanly agrc:td to paruupdu: as Iﬂﬂﬂctﬁd in re:spanses )

1o 2 Bureau of Insurance bulletin;
-3, Include mﬂy those carriers whose average underwriting gam was at or above 3% in

. previous years and in their 2004 fiscal year; and
4, Count both mcwases and decmases fm' carriers described in #2 and #3.

lnsurmg tha Uninﬁured {Bad Debt and Chgrl_tx Care{

The payor represcntatwes understand that the Dirigo Health Agency proposes to:
. Identify the portion of bad debt and chanty care related ta the nninsared and the .

undennsmed
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»  Convert that total savings m a per member per month (PMPM) ﬁgure ba:,ed o avmde:d K
_bad debt and charity care costs for hospitals and other providers - ‘
e . Determine the “incurred” member months for previousty uninsured and underinsured
-, enrollees in MaineCare or DirigoChoice;
- » Multiply the enrolled member months in 2004 for prevmusly uninsured and underinsured
 enollees in MaineCare and DirigoChoice by the PMPM figure for avoided bad debt and

chanty care to establish th& total savmgs

" The payor rcpresentahves agree that there are savings that result from coverage of the prcwously

uninsured and that there may be very limited savings from changes to coverage of the prevmusly
underinsured. While the methodology suggested by the payor caucus incorporates these savings

into its formula, the payor representatives have significant concerns about the proposed .
methodology for measuring the savings that result from a reduction in bad debt and charity care

and believe that certain modifications are rﬂqulrt:d to ensure the mtegnty of this measure. Those

concerns and/or modifications include:
1. The basis for the determination of the PMPM ﬁgurc of $87 per member per month was
never fully explained. There is concern about the assumption about the portion of bad

debt and chanty care that js attributable to non-hospital providers, since that assumption

‘was based upon information provided by two mental health hosp1tals rather ‘than. .. .

physicians and other non-hospital providers;
7. The measure must take into account not only people who were covered under the
MaineCare expansions that took place after July 1, 2004 but also those people who are no .
. longer covered due to changes in eligibility after July 1, 2004; .
3. Although there may be some savings associated with coverage of the prﬁvmusly
- underinsured, a number of issugs exist with respect to this measurément. There has been -
no agreement on the definition of underinsured that was proposed by the Dirigo Health
* Agency and the payor representatives have expressed concerns about the appropriateness
of the proposed definition, which reflects a national standard, in 4 state such as Maine. In’
addition, any recognition of savings must be offset by the fact that some of the enrollees
in the DirigoChoice product have moved to higher deductibles and/or out-of-pocket
© - expenses, thus increasing their risk of contributing to increases in bad debt and charity

care;
4. The other measures ouﬂmed (previously MameCarf: prcvmusiy msu:cd MamaCa:c

‘Group A and “woodwork,” and non-Dirigo prevmusly unmqured j are mappmpnatz to

include;
. 5. Baddebt and chanty care must be measured on a cost bas:s rather than on a charge basis

to reflect actual cof;bz that acc:me:d to providers as a result of bad debt and chanty care;

- and .
6. -Savmgs estamatﬂs ‘should be adjusted to reflect the pomon of these savmgs that are

| actually passed hamk to consumers in the form of lower pnc:es

The payor mprase:ntauvcs havc pmposed an altcrnate method that would measure the change in
Total Gross Patient Service Revenue and replace this proposed measure along with others as
described more fully herein. This measurement is strongly preferred by the PAYOr CAUCUS.
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Certificate of Need

Additional information that would more fully expiain the proﬁosed measurements with respect to -

savings resulting from Certificate of Need (CON) has been requested but has not yet been -
recewed making it d1fficu1t o comment on the proposed measurement. ‘

Some of the concems of the payor rcpresentatwes w1th respect 1o the propose:d measuremf:ni

 include the following:

1. Whether or not this measure is duphqatwe and pruv;des “dcmble -counting” of SaVIngs
: thmugh an overlap with other measures.
2. Ttis unlikely that there would be measurable savings in 2004 or 2005 ag any savings
- would be based on third year operating costs avoided and the projects delayed would not.
have been operatmnal in 2004 or 2003, even if they lmd not been dclayed by the ‘

- moratorium.
- 3. Whileitis pnsszble that the nnawyear moratonum will reqult n some ';avmgq those

‘ savmgs are not includable at the prf:scnt time, but may be mcludﬂd at ap appropriate tzmc:

' in the future; and .
4. .Any savings resulting from the CON initiatives should be appﬂrtloned t.o reflect the

savings attributable tﬂ pnv&te—pay pat:lents only

It should be nomd that these are only prelumnary comments; as prevmusiy noted, addlnnnal
information on this proposed measure is needed in order for the payor reprcscntahves to make

mfoxmed comment,

Bu-gget [nitiativag

| ‘The payor repres&ntatwes understand that the Dirigo H&alth Agency has proposed that the

measurement of the savings. rcsuitmg from the Dmgo Health Lmtlanvca should include the

following:
e Approximately $18 mllhon in mcrcasad MaineCare reimbursement to physicians;

. ~ Approximately $139 million in increased prospective interirn payments to hospitals,
 including settlement of an)." PIP payment periods; and -~ _
. Apprommately $90 million pald to 12 hnspltals in scttlemcnt of lmgaunn

The payor representatives believe that none of thcse: payme:nts are directly attributable to the

' Dirigo Health reform initiatives and that they are unlikely to result in any cost reductions to

pnvatc-pay Lealth care consumers and payors. The specific concerns include the fi cxliowmg
. 1. Any increases in physician reimbursement are unlikely to result in savings to payors and
certainly not on a dollar for dollar basis; agam the increase in reunbur&ement is not, 111

: any case, a “Du'lgu initiative;
2. Hosp1tal settlement payments do not increase the a.muunt of hospltai rexmbursemant, Dnly

 the timing of the payments—this will not result in any savings to payors and, again, it is
not a Dirigo.initiative. The fact that the issue was referenced in the Commission to Study
Maine’s Hospitals’ chort 10 the leglslemu*e does not make 1t a Dmgm Health reform

g lmtxatlvc

. Pagc R ﬁfﬁ



Exhibit 3 to CAHC Intervenor Brief

Review of Board’s Decision

RE: DETERMINATION OF )
AGGREGATE MEASURABLE ) DECISION
COST SAVINGS FOR THE SECOND )
ASSESSMENT YEAR (2007) )

At the request of Counsel, Mercer reviewed the Board’s decision regarding the
determination of AMCS for the Year 2 SOP. The most relevant sections of the Board’s
decision (dated June 6, 2006) addressing the savings methodology and resulting
calculations are covered by:

- II1.C.1: Hospital Savings Initiatives (CMAL)
- III.C.Z: Uninsured Savings Initiatives (including subsections a,b, and ¢)
- 1IL.C.3: Certificate of Need and Capital Investment Fund Initiatives (CON/CIF)

- II1.C.4: Health Care Provider Fee Initiatives

HI1.C.1: Hospital Savings Initiatives (CMAD)

Summary

The Board adopted Mercer’s methodology but used a growth rate calculated by taking the
median growth rate of 4.7% from Chamber Exhibit #21, Table 7. This resulis in savings
of $14.5 million from CMAD.

IssuesiConcarms

Merecer has significant concems with the Board’s use of the median growth rate ag
opposed to the geometric mean (also commonly referred to as compound annual growth
tate) to determine the projected CMAD in Year 2 in the absence of Dirigo to determine
whether or not savmgs occurred, Tt is not advantageous to the State and not appropriate
in our professional opinion.

The mean and the median are the most commonly used measures of a group of measures
called measures of central tendency. Measures of central tendency are used to quantify
the relationships of a group of numbers into a single number, or said another way, they
can be helpful in describing how a group of numbers tend to be related. For purposes of
this analysis, Mercer only considered three measures:

» Arithmetic Mean or Simple Average,
* Geometric Mean or Compound Annual Average Growth Rate, or
» Median


vclark
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Mercer’s goal was to use one of these measures to project the actual 2003 CMAD figure
forward to 2005. Thus, we wanted to use the measure that has the best predictive value
to provide as accurate a future projection as possible. Table 1 below shows the actual
values from our CMAD calculations for our baseline period of SFY2000 to SFY2003.

trif -l
2000

Table 1, CMAD and

g [

Annual Parcentag
I L T e i

2001 $56,097 4.72%
2002 $5,613 10.12%
2003 $5,800 3.32%

6.05%

6.01% 4,72%

Table 2 addresses how the various measures are calculated and their predictive
properties. In general, the mean and median each have advantages and disadvantages
when used to describe data sets. Overall, however, the mean depends on all of the actual
values in a data set, but the median is dependent on only one of the actual values and its
relative position among the values, not the actual values themselves, and this is extremely
important when using either of these measures for their predictive properties.

Calcuwlation

‘Tabllz Mean vs. Median:

ecting CMAD Forward
Gt B gameffic
Add the 3 annual Take the cube root of the
percentage 3 annual growth factors.

increases and divide
by 3.

Subtract 1 to convertto a
percentage increase,

Detarmine which of the
3 percentage
increases is where half
the values are above
and haif are below.

(4.72+10.12+3.32)/3 | (1.0472x1.1012x1.0332)* | 10.12 High
- 100% 4.72 Midpoint
3.32 Low
Result 6.05% 8.01% 4.72%
Role Tells what the Tells the actual Tells the relative |
average rate of | compound annual rate of |  distribution of each of
increase was from increase from 2000 to the three years’
2000 to 2003 2003 percentage increase
CMAD '
Predictive $4,868 x (1.0605)° $4,868 x (1.0601)° $4,868 x (1.0472)°
Value for = $5,806 = $5,800 = $5,580
2003
CMAD
Actual $5,800 $5,800 $5,800




2003 Value

Differance ($8) $0 $210
Conclusion | The arithmetic mean, The geometric mean, The median, which
based on the actual based on the actual locks only at the
values, is an values, exactly predicts | relative distribution of
excellent predictor of the CMAD actuat value the values, is an
the CMAD actual for 2003, with no error extremely poor
value for 2003, with ($0). | predictor of the CMAD
an error of only $6. actual value for 2003,
with an error of $210.

Bottom | The error using the median is on the order of magnitude of the annual
Line | variations in CMAD and so clearly illustrates the inappropriateness of using

the median.

Table 3 shows an example of the shortcomings of the median due to its focus only on the
relative position of the values, not on all of the actual values themselves. This example,
where the end result for the 2003 CMAD is identical, shows how important it is to use the
mean when using either of these measures for their predictive properties,

Table 3. EXAMPLE CMAD and A

i
2000 $4,868
20014 §5, 160 6.00%
2002 $5,573 8.00%
2003 $5,800 4.08%
6.03% 6.01% 6.00%

* BExatnpile CMAD ealculations done vsing the example percentage change figures in the adjacent column,

Table 4 shows how dramatically the median will shift although the resulting 2003 CMAD
is identical to that within the actual SOP Year 2 calculations.



w PO ELIE §
Add the 3 an
percentage
increases an
by 3.

"Clcutatlon

Table 4. EXAMPLE Mean vs. Median;

nual

d divide

(6.00+8.00+4.08)/3

Take the cube root of
the three annuat growth
factors. Subtract 1 to
convert to a percentage
increase.

(1.06x1.08x1.0408)"
= 100%

Projecting GMAD Forward

Determine which of the 3
percentage increases is
where half the values
are above and haif are
below.

8.00 High
6.00 Midpoint
4.08 Low

Result

6.03%

6.01%

6.00%

Bottom
Line

The ending CMAD is identical to the actual 2003 CMAD in this example
($5,800), vet the median has increased dratnatically from 4.72% in the
actual to 6.00% in this case. On the other hand, both of the mean
calculations have remained essentially unchanged. This example clearly
shows the advantage of using the mean — while the median may be a good
predictor of the actual values (depending upon the relative distribution of
the values), the mean, and especially the geometric mean, by definition will
exactly predict the actual value.

Finally, Dirigo needs to certain to retain the right to update the data. In Year | of the
SOP, only approximately 3-5% of the data was estimated. 1f the calculation for SOP in
future years is carried out using a timeline similar to this Year 2 process, a significant
portion of the data will have to be estimated annually. In Year 2, approximately 20-25%
was estimated, although this figure is skewed due to Maine Medical Center's MCR
failure to file its Jatest MCR in a timely manner. To remove any potential bias for or
against the savings estimate, the State needs the ability to update the data as the MCRs

become available,

I11.C.2: Uninsured Savings Initiatives (including subsections a,b, and

c)

Summary

The Board adopted Mercer's methodology.

Issues/Concerns

As with CMAD, Dirigo needs to make certain it continually reserves the right to update
the data. It is particularly important because using the most recent data used will be the
most advantageous to the State. In addition, we have set the precedent of 0% growth rate
in all of our calculations based on having insufficient historical data for projecting the




future growth rates. For future calculations, Dirigo should begin using an increasing
trend rate to more closely mirror the actual trend in increasing enroliment. The net
impact would be to raise the savings estimate slightly and at this point, the State has
sufficient data to establish a credible, robust trend line.

H1.C.3: Cartificate of Need and Capital Investment Fund Initiatives
(CON/CIF)

Summary

The Board adopted Mercer’s methodology.

IssuesiConcerns

This is a new methodology based on the feedback from the Superintendent during the
Year 1 process. Again, if the State is required to follow a timeline similar to that used
during Year 2, the State needs the right to update savings for the most recent data
available, which should become available in late June per the State. An additional
savings estimate incorporated for Year 2 was the deferral process — hospitals voluntarily
agreeing to defer their project’s consideration into future years so as to increase the
likelihood of approval using a future year*s CIF limits. The State needs to make certain it
has a tracking mechanism to identify and treat these deferrals consistently. Also, the
State committed to looking at potential offsetting due to overlap in future years savings
estimates. We need to be certain to build in a mechanism for the estimate overlag in
fulure years.

HL.C.4: Haalth Care Providor Fee Initiatives

Summary
The Board adopted Mercer’s methodology.

IssuesiConcerns

This is the identical methodology approved by the Superintendent during the Year 1
process that attributed savings to the appropriate fiscal year,
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June 20, 2006
Exhibit 4’ to {' !H( huw venor fj’f .f..rdfIr
Handudelwered |

Ms. Karynlge Hamngton Executwa D1rcct0r
Dirigo Health Agency

211 Water Street

Augusta, Maine 04330

s Fre ‘_‘.0‘ of Access Law

Dear Ms. Harrington:

This is a formal request for public records pursuant to the Maine Freedom of Access Act, 1
M.R.S.A. §§ 401 et seq. (“FAA™). Your written response to this request is required by law w1th1n five {5)
working days, pursuant to 1 M.R.S.A. § 409, ‘

We request that the Dirigo Health Agency (“DHA”) make available for inspection and ‘copying,
pursuant to 1 M.R.S.A. § 408, all “Public Records,” as defined below, in the possession or control of the
DHA, which relate or pertain to, involve in any way, or which bave been produced by or come into the
possession of DHA concemning the following:

Any expert analyses and/or reports, produced subsequent to the hearing before the Board and which is
relevant to the Board’s Decision dated June 6, 2006 regarding the calculation of CMAD, spec‘iﬁca!ly the
use of a 3-year median rate of growth as compared to a 3-year average rate of growth as set forth it
Chamber Exlubit #21. L SRRTERE

We will pay any reasonable copying expense. To the extent that DHA at one time had possession or
control of Public Records that are covered by this request, but no longer has possession or control of those
materials, please identify any such Public Records,

If the DHA objects to the provision of any of these Public Records on the basis that they are not
subject to the Freedom of Access Act or otherwise not subject to disclosure, please specify in writing the
nature of the materials which DHA refuses to provide and the legal basis for that denial within five (5)
days, pursuant to I M.R.S.A. § 409,

For purposes of this request, the following terms have the indicated meanings:
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1. "Public Record" means public record as defined by 1 M.R.S.A. § 402(3), (3-A), as well as all N
documents, letters, memoranda, notes, minutes, e-mail (electronic mail), studies (mcludmg all:data,

- measurements, estimates, calculations, and/or analysis received, used or produced in conjunction.
with any study), testing results, data, analysis, measurements, ¢stimates, calculations, workpapers,
reports, drafts, telephone logs, message shps or any recordation of messages, photographs, sketches,
drawings, and maps produced, received, in the possession or control of DHA whether actually on
paper or some other hard eopy or contained on some form of computer, magnetic, or optical media
(including information on computer hard-drives and backup tapes or CDs) or the like.

2. Dirigo Health Agency means the agency, its staff and its board, councils, commissions, divisions,
and bureaus, and all commissioners, employees, consultants and contractors thermf. '

Thank you for your cooperation. Please contact me at your ﬁrst convenience to arrange a
reasonable time and place for inspection and cupylng : :

Very truly yours,

ve Director. servmg as Legal
el

pc:  Kelly Turner, Assistant Attorney General -
William Laubenstein, Assistant Attorney General

hélconsumerhealthlawpmgrameiri zolegalProceeding2006/CAHCInfoRequest/060620CAHCFOAADHA



STATE OF MAING
DiriGo HEALTH AGENCY
211 WATER STREET, 33 STATE HOUSE STATION
AUGUETA, MAINE 04333-0053

Jomn Erias BaLpaco MARYNLEE FIARRINGTON
{IOVERMOR EXECUTIVE IIRECTOR
June 21, 2006

Mr. Joseph P. Ditre, Esqg.

Executive Director

Congumers for Affordable Health Care Coalition
39 Green Street

Augusta, Maine 04338-2490

Re: Reduest for Documents Pursuant to Maine Freedom of Access Law
Dear Mr, Ditre;

This letter responds to your Freedom of Access request addressed to me in my capacity as Executive Director of the
Ditiga Health Agency, which was received on June 21, 2006.

Attached please find a copy of a report that was prepared by Mercer, Government Human Services Consulting
summarizing the decision made by the Dirigo Board of Directors regarding the Aggregate Measurable Cost Savings
for the Second Assessment Year,
Please contact me at (207) 287-9964 with further questions.

Sincerely,

Karynles Harrington

PHONE: (207)287-9900 Fax: (207)287.9922 WEBSIT: Ww W DIREGOHEAL TH MAINE.GOV





